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RETAIL STORES AS AN INVESTMENT 


T is axiomatic that the dollar value of a retail store location depends upon the 
| dollar volume of business which can be done by the tenant who can use the lo- 

cation most efficiently. It is also true that the amount which the public will 
spend in retail establishments will tend to vary as the total disposable income of the 
nation varies. That this is only a tendency in place of an absolute relationship is 
due to several modifying factors. Sales may increase due not only to an increase 
in disposable income, but also to an expansion of credit or to a spending of savings. 
Unfortunately, these factors are not compensating; that is, they do not tend to bal- 
ance out each other. When disposable income is increasing generally credit is 
being expanded and the general public is not in a saving mood, but is generally 
withdrawing accumulations made in what it considered more hazardous times. 


Sales may drop not only due to a shrinkage of disposable income, but also due 
to a shrinkage in credit or to an increase in savings. The shrinkage in credit gen- 
erally comes at a time when income payments are shrinking and the propensity to 
save is generally strongest in periods of uncertainty. Again these factors do not 
balance out each other but tend to exaggerate the up or down swings. 





Prior to 1942 there was a fairly close relationship between total disposable in- 
come in the United States and total retail sales. This is illustrated by the chart on 
the following page. On this chart each black dot represents a given year, and shows 
two values by its position on the grid. The disposable income of individuals in 
billions of dollars is read on the scale along the bottom of the chart. The sales of 
retail stores in billions of dollars are read along the left-hand scale. The number in 
red opposite each dot is the year represented by the dot. 


It will be noticed at once from this study that prior to 1942 the dots all fell 
roughly along a straight line, indicating that as disposable income increased, retail 
sales increased in a regular fashion. 1942 and subsequent years, however, have 
not shown this same regularity. The chart will show that retail sales, particularly 
during 1942, 1943, 1944 and 1945, were considerably below the amounts which would 
have been expected from the disposable income in those years. This was due, of 
course, to the fact that a great many of the regular products of industry were not 
available because of the conversion to war work of many of our manufacturing 
plants. This was particularly true in the durable goods field, and a separate chart- 
ing of stores selling durable goods shows an exaggerated drop in those years in 
comparison with a charting of stores selling consumer goods only. During this 
» » period in which merchandise was not available for sale, the government was rightly 
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depend primarily on the dollar sales which could be made by the most efficient 
merchandiser able to use the site, and since dollar sales depend on disposable in- 
come plus sales out of savings and credit minus savings made out of current in- 
come, if we are going to forecast the values of retail properties we should be pri- 
marily concerned with the changes in the dollar volume of disposable income in the 
future. 


We must also be concerned with the level of real estate taxes, as frequently the 
owner of the property pays the taxes and only the net rental can be capitalized. 


It is extremely difficult to forecast disposable income for a period longer than 
six months in advance, and at the present time most of the factors would indicate 
that the amount of money the public will have to spend for goods and services has 
very little chance of shrinking to any extent during that period. It would not be ad- 
visable, however, for an investor to buy a piece of retail property because there 
was no chance of a shrinkage in earnings during the next six months. The prospec- 
tive owner, whether he wants to or not, must be a long-range forecaster. The out- 
look for that property during the next twenty years is far more important than the 
outlook during the next six months to a year, 


Disposable income is primarily dependent on the amount of business activity 
and on the general price level. Should the general price level continue upward, dis- 
posable income of individuals in dollars will continue upward and their purchases 
in retail stores in dollars will continue to increase. If it is believed that inflation is 
going to continue unchecked in the period ahead, the purchase of retail store loca- 
tions rented on percentage leases would then be considered sound investments. If, 
however, we are near the top of an inflationary period, the best time to buy is past, 
and if this period is followed by one of declining prices, retail sales in dollars will 
drop and the rental income on percentage leases will drop. This will automatically 
lower the value of retail locations. 


I do not wish to state arbitrarily that the danger of further inflation is gone. It 
isn’t. Were we all sane individuals and were we governed by elected officials who 
placed the common good above political considerations, inflation could be stopped 
overnight. It cannot be stopped by price control nor by other methods which at- 
tempt to treat symptoms rather than the underlying causes of the disease. The 
remedy would be to shrink the volume of currency and credit in circulation. 


Had I not read rather carefully the discussions in Congress and in the press in 
the period which followed the war between the States, I would be inclined to believe 
that in a democracy it is quite difficult to check a war inflation; but the American 
Congress in 1875 decided to bring the American dollar back to a sound position, re- 
gardless of cost, bringing on the big real estate deflation which culminated in the 
winter of 1878. The purchasing power of the dollar rose to the point that it left at 
the beginning of the Civil War. 


The First World War was also followed by a credit and real estate inflation 
which reached its peak in the middle and later twenties, and which collapsed almost 
completely in the early thirties. The only war inflations which have not been fol- 
lowed by lower prices are those in which the nation’s money was continuously in- 
flated by the printing of currency. We, of course, could accomplish the same thing 
in the United States by the printing of bonds, but it seems to me that there is a more 
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conservative political drift at the present time. 


I do not know how far inflation will go in the present period. Wrongly or rightly 
I find myself less worried than many of those who are constantly talking of further 
major inflation. However, I do not expect under any consideration that we will re- 
peat post-Civil War or post-World War I experience, with prices falling back to 
prewar levels. It seems to me that even a drastic depression in the middle fifties 
could not bring prices back to anything like the levels they left in 1939. 


If our price inflation is now at or near its peak, the values of typical retail prop- 
erties in developed areas are at or near their peak. Retail properties not concen- 
trated in logical buying centers will find a less ready market in the fifties than they 
have found in the forties. Merchandising has become more efficient and more in- 
tense. A modern store will sell more units of merchandise per square foot of sales 
area than were sold by the store of a decade ago. 


A comparison of the 1930 and 1940 censuses will show that there were more per- 
sons per store in almost every merchandising group in 1940 than there were in 1930. 
For instance, in the food group in 1930 there were 186 persons per store, but in 
1940 this had increased to 218, In the general merchandise group in 1930 there were 
1980 persons per store, but the 1940 census showed 3280. In 1930 there were 672 
persons per apparel store, but in 1940 there were 949. Furniture, household and 
radio showed 1628 persons per store in 1980, and 2070 in 1940. The automotive 
group showed 945 in 1930, and 2600 in 1940. Filling stations, however, were the 
great exception due to the increased use of automobiles, showing 1343 persons per 
station in 1930, and 847 in 1940. In the lumber-building-hardware group there 
were 1440 persons per store in 1930 and 2180 per store in 1940; drug stores aver- 
aged 1697 persons per store in 1930 and 2035 persons in 1940.* 


The recent epidemic of store building in our principal metropolitan areas is 
probably restoring a ratio somewhat similar to the ratio of the thirties, but it 
seems to me that in the fifties many poorly located stores will be vacant, witha 
ratio of occupied stores to population more like the figures of 1940, or even less. 


My feeling on the ownership of retail stores is that they have probably reached 
fairly close to their highest dollar price, but many of these properties offer a pretty 
good return on the money and if they are well located with sufficient parking facili- 
ties either downtown or in logical outlying subcenters, they will probably decrease 
in value in case of a serious industrial depression by a smaller percentage than 
good common stocks or other types of investments, I would prefer, however, stores 
handling consumer goods, as the drop in sales in these lines in case of a depres- 
sion would be less than the drop in sales of durable goods lines. I would particu- 


larly avoid stores dealing largely in electric appliances where war shortages have 
caused an abnormal demand which is now almost satisfied. 


LIC 





*Figures based on cities with population of 10,000 and over. 
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